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Financing the U.S. Trade Deficit
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Financing the U.S. Trade Deficit

Background

By standard convention, t heedbaolna necned woyfb Ipeca y me nt s
bookkeeping system. As asr@sadddittamhstt rhavacd i®
debit and vice versa. This means that a surplus
will be offset theys me dteifielit, oirn saumroptlhuesr, account
are inThebaweation also means that a deficit 1n
trade account, is not'Thecéesadei lgyfibhéetsema becort
eqguwwalent depending on how the deficit i1is financ
of fset tdemnodiodadtaead U. S. assets. The balance of p
three main sections: the curdentmpoacdosumwmtf, gwhideh
services and personal and government transfer pa
such capital transfers as international debt for
of ficial tr ans acatnido npsr iivna tfei ntarnacnisaalc taisosnest si n f i n a
investment 1in buslinneshseesse amd oruenatls , e setxaptoer.t s ar e
amount even though they represent an outflow of
theyseapre credhierefos whisplkci fic obligation of
imports represent an inflow of goods and service
amount, because they represent a debt that must
Whenbtahec structure of the balance of payments
transactions dominated the account s. Financial t
generally reflected the payments andngeaadpts of
exporting of goods and services. As a result, th
“accommodzanmngctions, or financial transactions
selling of goods and s er vnigcee sr.a tlrusr ibnegt weheins ceuarrrley
fixed, and private capital f1lows, such as forei g
all international flows of funds were associatec
some |l imitedsgoveonment tran

Since the 1970s, however, private capital f1ows
liberalized their rules governing overseas 1nves
floating exchange rates, whke¢opatihg eathsngeersatt
spurred demand for the dollar. The dollar also i
a vehicle itself for investment and speculation
This means t hpaaty ntehnet ssbcartleaonacrledy otfthe accommodating f
which correspond to imports and exports of goods
capital that are induced by a broad range of ecc
trmgiof merchandise goods.

Capital Flows and the Dollar
Liberalized capital flows and floating exchange
autonomous <capital flows between countries. Thes
response tionceommevwves adr political considerations
balance of payments or of particular accounts. /
economies have become more clo‘gdbpalikdde¢d ont he

1 For additional information about the causes of the U.S. trade deficitR8eReport RL3103Zhe U.S. Trade

Deficit: Causes, Consequences, and Policy Optibp<raig K. Elwell
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Financing the U.S. Trade Deficit

dat ¥4DE@H ovide selected indicators of the relati
various countries and regions and the relative i
mar kethk3 time 20 mar ket 90 0Oa noruinltleido 50foi ovevsento h$¢ s haep
the U.S. economy. Worldwide, foreign exchange an
widely used hedges against mévdvdme ht s3pnmoona2 6etnci
than twice the sizbkBlopubheccombipedvaoeaboonds a ¢
For the United States, such derivatives total m C
equities, and bank assets.
Table 1. Selected Indicators of the Size of the Global Capital Markets, 201 3
(billions of dollars)
Bonds, Equities, and Bank Assets Exchange Market Derivatives
Gross oTC OoTC
Domestic Total Foreign Interest
Product Official Stock Market Debt Bank Exchange Rate
(GDP) Reserves Total Capitalization Securities Assets Total Derivatives  Derivatives
World $754709 $12,1277 $28,584.7 $62 5520 $97,2886 $126,7441 $655,352 $70,553 $584,799
European 16,7052 5700 91,3264 12,6463 29,964.2 48,7159 NA NA NA
Union
Euro 13,1097 3310 66,1007 7,5392 22,4614 36,1002 266,845 25177 241668
Area
United 26801 924 20,2071 4,0354 5,750.6 104212 61,415 8,789 52,626
Kingdom
United 16,7681 1335 72,6955 222807 34,4943 159205 234401 61,019 173382
States
Japan 4,9196 1,372 28,359.7 45993 12,2607 11,4997 66,673 14,122 52,551
Emerging 29,1048 79844 56,384.1 112327 11,2251 339263 NA NA NA
markets

Source: Global Financial Stability Report, International Monetary Fapd| 2015. StatisticaRppendix Table 1;
Quarterly RevieRRank for International Settlementdarch 2015, Tables 20b and 21b.

Note: "7RWDO GHULYDWLYHVU GRHV Q Rlnked QaricativeshipriZ0XIwes tie@& FRPPRGLW\
time the IMF published tlse data.

Anot her aspect of capital mobility and capital i
internatmmgealvadxehof the dollar. Demand for U.S
translates into demand for the dollar, since U. §
for the dollar rises or faldlenomeadandismeg st, o tdhwee va
of the dollar changes. These exchange rate chang
of U. S. and foreign goods, which tend to alter t
governments 1inter vemaer kient si nttoe rancagtui iornea 1t hcea pdiotlalla r
Treasury securities 1in order to strengthen the v
addition, wvarious central banks moved aggressivVe
19986sbolster their holdings of dollars in order
should the need arise.

The dollar 1is also heavily traded in financial 7
of a global curisesncyl eDhaveptiimpowy tiamtt h mplicati
and for the smooth functioning of the intermnatic
the recent global financial c¢crisis, banks and ot

Congressional Research Service RL33274 - VERSIOM1 - UPDATED 2



Financing the U.S. Trade Deficit

balnce sheets from $10 trillion in 2000 to

$34

t
primaril-dye modmidma tl ead -bcalnaki msn toant ireesn 1including rete
lending, loans to hedge funds,s dndeldobai JgsS.of s
mortgages and other underlyintgemmsedlsl aiAsfuhmhei ©g
markets served as a major conduit through which
financial markets and nysttisonwilt botrhdee rBanlk cfcoor dli o
SettlemeeWhen(Bh&¥eae ms dowodtl ar funding markets coll :
the crises, the U.dBn EzxtdeneltdReaseyvmeengags, 1 nc
of currencyestwaspwatrhaaoagetmral banks around the wo
billion After i1indxiisatliinyg exgpanpin emgalt heutthemcy ar
with the European Central Bank, the Bank of Engl
Japan, the Federal Reserve made an unprecedent ec
provide s@waxpolmmoedsattto whatever quantittyo of U. S. <
stem the d¥Altl arthes barmtea gei. me, ¢dea UmSnefrmaskety a.
guarantee program to stop the withdrawal of func
withdrawals by providing public funds.

The prominent role of the dollar means that the
mechanitsmnfSonni tting economic and political news
While such a role helps facilitate a broad rangece
it also meats etxhcahta ntghee vdadlulearcawewe kty hbarsastl gson
buffeted by international 'svlemadin@A ¢centtmal aha sk
by the Bank for Inter n6atniddcalt Stt@haladedi metgrhtosf ifno rAepir
currencies thragah etxrcahdingded Intadriki@Blombn% ,f r om t he

$5 .t3ri 1 1ion reported in th3d psevi)didX@PEmdven cond:r
addition to the traditionatecodntreifmoar@E&mhange mar
exchange derivatives mar ket repoerttreadditthiaotnadai | y
foreign exchange derivativeisl @dhler gombi neadc hend ut
ofiea§¥8.y0 trillion for daily foreign exchange tra
mor e ftoluame DQOKBPOunt of U. S. expor tBsldaffi agaddo anc
indica& & %t odt theeglgabakchangeb6wtawr nonv eUra Si. n dAplrlialr
indicgltlXdPHihn s sbdighwdy h7 ghesthatrlktametpoani & dr i n
survey conHucted in 201

2 McGuire, Patrick, and Gotz von Petéfhe US Dollar Shortage in Global Banking and the International Policy

Responsé&,BIS Working Paper No. 291, the Bank For International Settlements, October 2009; McGuire, Patrick, and

Goetz vorPeter,“The U.S. Dollar Shortage in Global Bankin@IS Quarterly ReviewMarch 2009.
8 Ibid., p. 76.

4 Traditional foreign exchange markets are organized exchanges which trade primarily in foreign exchange futures and

options contracts where the terrmelaondition of the contracts are standardized.

5 Triennial Central Bank Survey, Foreign Exchange Turnover in April 2B&6k for International Settlements,
September 2016, p. 9.

6 The overthe-counter foreign exchange derivatives market is an informektehaonsisting of dealers who custom
tailor agreements to meet the specific needs regarding maturity, payments intervtider terms that allow the
contracts to meet specific requirements for risk.

" Triennial Central Bank Surve@TC Interest Rate DiativesTurnover in April 2016Bank for International
Settlements, September 2016, p. 8.

8 The percentage shares among all currencies add to 200, since two currencies are involved in each transaction.

9 Rime, Dagfinn, and Andreas Schrimphe Anatomy of the Global FX Market Throutite Lens of the 2013
Triennial Survey Quarterly ReviewBank for International SettlemenDecember 2013.

Congressional Research Service RL33274 - VERSIOM1 - UPDATED 3



Financing the U.S. Trade Deficit

Figure 1.Foreign Exchange and Interest Rate Derivatives Turnover in April of the
Year Indicated

(billions of U.S. dollars)
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Source: Bank for International Settlements.

Figure 2.Share of Foreign Exchange T urnover by Currency, April 2016
(percent shares)
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Financing the U.S. Trade Deficit

The U.S. Balance of Payments

TDEQ®H esents a summary of t

maj or acfcoouurnt s i n

h e
quarotfe 62sthld t hwpudasotsfea 62 0 The dat at hirmduigchaotuet tthhaet per
t

the SU current account, or he balance of export :
was 1in deficit, or tkkoodsi aadlhSraiveiKeasmpot edd mc
current acrcomme shébmtbsa nade st mena sgwroed sqf s.rS.i ctersa d ¢
certain i.Teombawbdwdagcd 6% fr omONn0 a4 qtuar2®&IrI y bas
deficit in the current account has varied from ¢
reflecting a broadtrasmge of economic actiyv

Most economisvenathasecthatetnt gcompfoosrietiigonn coafp itthael
inflows play an important role by bridging the g
capital, or between theomptndl amovuatt ofthaeavi atgal
investment . Indeed, economists generally argue t
and the supply of c¢redit in the economy, 7rather
t ha driveowsg hendbrowatdf i mwd of capital and serves
the international eaxnodh a it hee rweaflowee , 0 ft hseh eorveed tallar s
deficit.Capiswmwdpliwms ]l ows, in turnnrs plxacdea ngpwarad ep:
pushing the exchange value of the dollar wup rela
value, the price of U.S. exports rises and the g
current account deficit.

The iamptolt ¢ capital flows play in determining the
the recent changes that have occurred in the pri
Given the prominent role that canter gy ei nJp oSr.t st rplda
mi ght be expected to decline along with the drorg
2015,1 o uwatds ht he case. From 2014 to 2015, the ave
crude oil fell abvye rnaegaer layn nhuaallf pfrriocne aonf $91 per b
price of $47 per barrel, although the price of i
end of 2015 At the same time that the average 7p
quantity of imported crude oil fell by 1. 4%. As
relatively stable quantity of imports, crude oil
average of the annual U. S.a bmeurtc hlaOn%l iosne atvreardaeg ed ecof
annual U.S. trade deficit in 2015.

Despite the drop in the average annual price of
imported crude oil in fihe 29d Ku ¢t choe2 (UKL IBes elmeSr.c htarnadc
deficit increased in 2015 over that recorded in
decline, the composition efettrlpd eturma bea odafcitsi tr el
petroleum product s, s ¢ e mitnhgel yo vaefrfai Irlmi wagl uteh eo fp rtohp
is detprimbhmpidhycr oeconomic JlIX&JHs, as indicated

10 CRS Report R4454@he Economic Effects of Trade: @wiew and Policy Challenggby James K. Jackson

11 SeeCRS Report RS22204).S. Trade Deficit and the Impact of Changing Oil PridgsJames K. Jackson

Congressional Research Service RL33274 - VERSIOM1 - UPDATED



Financing the U.S. Trade Deficit

Figure 3. Share of Petroleum and Non -Petroleum Products in the U.S.Trade Deficit
(percent share of total U.S. merchandise trade deficit)

——Petroleum ——Non-Petroleum
100%
90% = o

~

80% \\ /-—'/
70% —"'-=V

\ /
60%

50%
40% /

30% — — A\—\
20%

10% AN

0% T T T T T T T T T T T T T T T T T T T T T 1
1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014

Source: Bureau of the Census.

According to the balance of payments accounts, t
meroldase tradeogoendehgdmtaarmtmetrsshe Ir3brngdd i @d3h § o $1
billion and a surplus ism nteh ep asretrhivdi creasfilgaet ooofu natbso uc

$67 billion/DEBOGHIndibatéedcome account s, which r e
on U. S. assets abroad relative to outflows of i
the net balance nofs utrlpel uasc ¢ huwmtusg hwaust t he peri od.

Table 2.U.S. International Transactions, Selected Accounts
(billions of dollars)

2015 2016

2014 2015 I 1l v | Il [

Current account
Balance on current account $-392.1 $-463.0 $-1145 $-111.9 $-123.1 $-1134 $-131.8 $-118.3 $-113.0

Balance on goods and 4902 -500.4 -126.5 -124.0 -125.6 -1242 -1252 -1247 -116.4

services
Balance on goods -752.2 -7626 -1935 -1909 -189.8 -188.4 -186.3 -186.7 -177.7
Exports 1,633.3 1,510.3 383.9 383.9 377.2 365.3 354.1 360.2 375.9
Imports 23855 .7, 5775 5748 5669 5537 404 gio0  sesg
Balance on services 262.0 262.2 67.0 66.8 64.2 64.2 61.1 62.0 61.3
Exports 743.3 750.9 188.3 188.4 187.1 187.0 184.7 186.2 188.2
Imports -481.3 -488.7 -121.3 -121.6 -123.0 -122.8 123.7 124.2 126.9

Balance omprimary
income 224.0 182.4 48.4 45.1 41.8 47.1 34.0 44.2 434

Congressional Research Service RL33274 - VERSIOM1 - UPDATED 6



Financing the U.S. Trade Deficit

2015 2016
2014 2015 I 1] Il v | 1l Il
Income Receipts 821.8 782.9 194.7 1994 196.8 192.1 188.5 202.6 202.8
IncomePayments -597.8 -600.5 -146.4 -154.3 -1549 -145.0 1545 158.4 159.4
#;‘r']'ggs' current 1259 1450 364 329 393 363 . o agg
Capital account
ﬁ;pita' account transactions 00 00 00 00 00  -01 00 00
Financial account
Balance on financial account -287.4  -195.2 -30.5 -99.6 -43.2 -21.8 -45.4 -41.0 -207.9
geflg‘é"rgig ;fzﬁ gx:gad' 8233 2254 3576 1041 -838 -1525 599 3234 315
Private assets 926.1 502.6 319.6 2555 -46.1 -26.3 10.1 252.7 52.4
Direct investment 343.4 348.6 86.6 114.8 51.3 96.0 67.4 106.3 87.5
Portfolio investment 582.7 154.0 233.1 140.7 -97.5 -1223 -57.3 146.4 -35.1
Equities 431.6 202.6 197.2 113.7 -54.1 -54.2 -60.5 155.8 -25.4
Debt securities 151.1 -48.6 35.9 27.0 -43.4 -68.1 3.2 -9.4 -9.7
of which Treasury &c. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Government securities 41.0 -25.0 24 1.2 -15.4 -13.0 -12.2 4.3 10.1
Corporate securities 110.1 -23.6 335 25.8 -27.9 -55.1 154 -13.6 -19.8
Other investment assets -99.2  -270.9 42.1 -150.5 -37.4  -125.1 51.0 70.6 -22.6
Private assets -105.9 -275.6 404 -150.1 -38.3  -127.5 50.0 68.1 -27.2
Banks -9.3 -7.6 -4.8 -30.0 -19.0 46.4 -20.3 26.8 -9.3
Non-bank financial -96.6 -268.1 452 -120.1 -19.3 -173.9 70.3 41.3 -17.9
Official assets 6.7 4.7 1.7 -0.3 0.9 24 1.0 25 4.6
U.S. official reserve asset -3.6 -6.3 -4.2 -0.9 -0.3 -1.0 -0.9 2.8 4.0
Eoée'ggt":’rvlgree‘jazzlsﬁzv'v”(ﬂe 1056.4 3952 3480 2054  -39.9 -1183 1182 3673 2515
Z;':;‘:f foreigrowned 7982 7285 2970 3642 -757 449 701 1859  316.0
Direct investment 207.4 379.4 194.1 108.0 50.6 26.8 91.3 174.0 86.9
Portfolio investment 701.9 250.9 102.9 256.2 -126.3 18.1 -21.2 11.9 229.1
Private 590.8 349.0 102.9 256.2 -126.3 18.1 -21.2 11.9 229.1
Equities 165.3 -52.1 21.3 1.0 10.7 -85.1 -97.9 -28.0 127.3
Debt securities 433.7 5214 91.6 156.2 71.3 202.4 216.7 142.8 193.7
Treasury securities 218.6 146.5 -17.3 -19.3 45.3 137.8 153.1 5.5 26.0
agengfher Federal 104 177 75  29.0 83 -121 214 283 308
Corporate bonds 200.8 350.4 1141 143.6 17.1 75.5 41.5 107.3 134.7

Congressional Research Service
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Financing the U.S. Trade Deficit

2015 2016
2014 2015 | I i \Y | I i
Officialforeignowned 1110 -981 470 939 -1642 -748 -990 -86.4 -105.6
assets
Portfolio investment 1029 -2184  -99 989 2082  -99.2 -140.0 -102.9  -91.9
Equities 110 -126.2 9.8 236 -440 684 22 204 2.7
Debt securities 1139 -922  -198 1226 -1642  -30.8 -1422 -824  -945
Treasury securities 100.0 -98.1 -17.7 96.4 -157.7 -19.2  -134.1 -74.9 -106.5
Other Federal agency -18.5 4.4 -5.7 26.9 -10.4 -6.3 -2.3 -34 15
Corporate bonds 32.0 15 3.6 -0.7 3.9 -5.3 -5.8 -4.2 10.3
Other investment 81 1203 569  -50 440 244 410 165 -137
liabilities
Other foreignowned 1471 2351 510 -1587 358 -163.2 481 1814  -645
assets
Private 79.7 4135  -80 -1705 -105 -2246 219 1508 -66.8
Banks 785 -180.6 -17.6  -60.0 -30.2  -72.8  -40.3 842  -79.9
instNO”'ba”k financial 1581 -2330 9.6 -1106 197 -151.8 623 667  13.0
Official 675 1784 590 118 463 614 261 305 2.3
Central bank 58.5 163.0 56.7 6.6 40.2 59.5 21.6 28.7 1.1
Financial derivatives -54.3 -25.4 -40.2 1.7 0.7 124 13.0 2.9 12.1
Statistical discrepancy 104.7 267.8 83.9 12.3 79.9 91.6 86.5 77.3 -95.0

Source: Steiner, Christopher Pand Jeanine Aversd.S. International TransactionBhird Quarter 2016, BEA
ReleaseDecemberl5, 2016.

Note : An increase in U.Swned assets abroad is represented in the financial accounts by an owtftoeh has
been changed to a positiwign ¢), and an increase in foreignvned assets in the U.&presentsan inflow,also
indicated by gositive sign (+).

o,

ta also indicate that the U.S. financial o
e they represent the opposite and offsetti
t . I nndteiendg ot fh et haec cboaul ance of payments 1s s
ial accounts 1is equivalent to the deficit
tical discr ancy, and the balaalnce on t he
ts represen the difference bet ween the
, wWhichnate
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ment f1 ows
ments by p
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ment al 1nst

e »n o

C
cscpradaedonbé hoawpi tal i1inflows a
in the alJeptiots didnifSiteelshe s, whi ch a
eprbetht pthewvatembndedfimounat ¢
vate individuals and institut:i
tutions, Trespectively.

< < < 7200 S5 000
o o o0 o0 O O o O W
I -
B o o0 oas o s e

e
t
p
t
T
i
i

@allmnce on t he( tfhien adnicfifaelr eanccceo ubnett wefeom etihgen net L
nanci al naests eftosr eaingdn tahcequi si it noSEG®dfl WorSOS.m fiihmanc
cordeétduent d0adan increase in U.S. net purchases
t purchases of assets in the United States. Tt
set Sbeho®0tlhose 4re ¢ dt &8 @ddyr oapn i2Wdflf acdaiagdn pur chase
S. portfolio ass20bs iniotftfudiafk pudebhsas of U.

“@ o o 5 OB B oo 06 o oS

C® B =g 0g = = D o0 md g

Congressional Research Service RL33274 - VERSIOM1 - UPDATED 8



Financing the U.S. Trade Deficit
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by 33% in foreign tprdaairy puk abrnwdaseepd a 1Jd &4
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equities andelltbbyodsbriryeas

The dZdDEBQH s o i ndichthe fhaws iinn 2dilpracrctti ciunlvaersltymefnot
direct 1invest mtmsetx pienr itehnec elldn istidgdiSi.Sftihd a mtc tc h mwgs ¢ 1
aboadse 4§ hi @libtlelnyc3ld 8. 6, bdimd dioggn direct i1investment
St arteesse by 83 % t oArkawhr $o8rdeDiugbni fdbirroeict 1 nvest men:
re fleahct$ 130 billion stock rdpbeetlwesesa ®Veanzantaod

Freonwhed Vodafone.

Anot her way boafl avniceewiodfg tptahyense nptbsk @udhnitcehd sihno ws t he
QHAWount of the flows in the major account s, or

out fNewsinflows are represented byepodoiyti ve numt
negativel mdibbler snstance, total net capital 1nflo
the current account , the capital a ¢ clo9udn. t2, and t1h

billion, which owafss achgpuimvgad rdd¢ d tion tthleken d iinsanci al
beltodw moumtcor dedd Thadldélde subject to periodic revi

Table 3. Summary of the Net Balances
by Major Accounts in the U.S. Balance of Payments

(billions of dollas)

2015 2016
2014 2015 | Il 1l \Y) | 1] 1

Total Net Capital Inflows $- $- $- $- $-

$-287.4 195 2 306 996 43.2 218 $-45.4 -41.0 -207.9
Total Net Goods -752.2 -762.6 -193.5 -190.9 -189.8 -188.4 -186.3 -186.7 -177.7
Total Net Services 262.0 262.2 67.0 66.8 64.2 64.2 61.1 62.0 61.3
Total Net Income 224.0 182.4 48.4 45.1 41.8 47.1 34.0 44.2 43.4
Total Net Transfers -125.9 -1450 -36.4 -329 -39.3 -36.3 -40.6  -37.7 -39.9
Total Net Capital Account 0.0 0.0 0.0 0.0 0.0 0.0 -0.1 0.0 0.0
Statistical Discrepancy 104.7 267.8 83.9 12.3 79.9 91.6 86.5 773 -95.0

12 According to the Bureau of Economic AnalyéBEA), data on financial transactions that are reported in the balance

of payments do not correspond directly to data in the U.S.
report. BEA adjusts the TIC data on the differences in the outstaadiount, or holdings, of securities between the

beginning and end of the reporting period, whether quarterly or annually, to account for changes in the value in the

outstanding amount of securities that reflect (1) changes in prices; (2) changes igexeaktes) and (3) changes

caused by other changes in the volume and value of securities. BEA also adjusts the TIC data to remove changes that

are reflected in other data sources for direct investment and official reserve assets. BEA also reclassifigs short

securities and negotiable certificates of deposit of any maturity that are classified as other investment to portfolio

investment. In addition, certain U.S. financial intermediaries that are not banks, securities brokers, bank holding

companies, orifiancial holding companies report their holdings of debt with affiliates on BEA surveys of direct

investment rather than to the TIC system; these data are added as financial intermediaries. BEA also uses partner

country counterparty claims and liabilitipeovided by foreign banking authorities to close gaps in coverage of U.S.

nonbanking concerns. Finally, BEA collects and adds holdings in other investment claims and liabilities of the U.S.

central bank sector (Federal Reserve System) and the U.S. geresale r n ment . “How BEA Aligns and
Source Data From the U.S. Treasury Departmetirvefodr Inclusio
Current BusinessSeptember 2014.
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2015 2016

2014 2015

1] \ I I 1l

Total Net Financial 2874 1952 306 99.6 432 218 454 410 207.9

Account
Total Net Private Flows 127.9 2259 227 1087 -295 712  60.1 -66.7 2636
Total Net Direct Investment -136.1 30.8 107.5 -6.8 -0.7 -69.2 23.9 67.7 -0.6
Total Net Portfolio Invest. 1192 970 -130.1 1155 -288 1404 361 -1345 2642
Total Net Private 81 1951 -130.1 1155 -28.8 1404 361 -1345 264.2
Secz;’i:f‘e'sNetEq““y 2663 2547 -1759 -1127 648 309 -37.4 -1838 1527
Total Net Debt Securities 2826 5700 557 1292 1146 2705 2135 1522 203.4
Total Net Treasury Sec. 2186 1465 -17.3 -193 453 1378 1531 55  26.0
Other Government 306 427 98 278 238 09 335 241 207
Corporate 90.7 3741 806 1178 450 1306 261 1209 1545
Other 40 68 22 29 05 12 08 17 22
Total Net Official 1110 981 470 939 -1642 -748 990 -86.4 -105.6
Total Net Portfolio 1029 -2184 99 989 -2082 -99.2 -1400 -102.9 -91.9

Total Net Equity
Securities

Total Net Debt

-11.0 -126.2 98 -236 -440 -68.4 22 -204 2.7

113.9 -92.2 -198 1226 -164.2 -30.8 -142.2 -824 -945

Securities
Total Net Treasury Sec. 100.0 -98.1 -17.7 96.4 -157.7 -19.2 -1341 -749 -106.5
Other Government -18.5 4.4 5.7 269 -104 -6.3 -2.3 -3.4 15
Corporate 32.0 15 3.6 -0.7 3.9 -5.3 -5.8 -4.2 10.3
Other 0.4 0.1 0.0 0.1 0.0 -0.1 0.0 0.0 0.1
Total Net Other 0.0 00 -47.0 -939 1642 748 99.0 86.4 105.6
Total Net Other 246.3 35.8 8.9 -8.3 73.2 -38.1 -29 1108 -420
Private 1856 -1379 -483 -204 279 -97.0 -28.1 82.8 -39.6
Banks -69.2 -173.0 -128 -299 -11.2 -1191 -20.1 574 -70.5
Other Financial 254.8 351 -356 9.5 391 221 -8.0 25.4 30.9
Other Government 60.8 173.7 57.3 12.1 45.3 59.0 25.2 28.1 -2.3
Total Net Official Reserves 3.6 6.3 -4.2 -0.9 -0.3 -1.0 -1.2 0.2 1.6
Financial Derivatives -54.3 -25.4 40.2 -1.7 -0.7  -124 13.0 472 2354

Source: Data developed by CRS from data published by the Department of Commerce.

Depar ofnmethhe dhrteaa siunrdyi c at e ntegtiartc faosreesi gmf pTrievaastuer y
have shifted bet wevean afeossvia tr i, o anssa tidn ddmidsXgddtlt ei dv ei n
Foreign offiisditalonsmetofadqawesatyoseendetdi e® change

13 Department of the Treasury, Treasury International Capital ®ysteailable athttps://www.treasury.gov/resource
center/datachartcenter/tic/Pages/index.aspx
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annual] bdbastsmes reflectingdearhemirmatee o fs e chwer idtoil e sa

haven. abesetng the midsnt 2080 8t hFe® rfOidnebsmtcamdn cr i s i s
privateshavpbkyormepterncledlsecshsiury whe c htra wesre s ,
$500 billion in 2010. From 2010 to 2013, however

easfeod prgmwate nefr eoaswrhy sseeScSudrfibtiilel sS ofmeilila rt20§ ] 3 .

foreign governments increased ithel@0QecadwhiuadaRhase
they maintained wuntil f or eaingdn aogfafiinc iianl 2n0elt5 pwahrecnt
offi cial entities liquidated more than $200 billi

Figure 4. Foreign Private and Official Purchases of
U.S.Treasury Securities, 2007-2015
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As)LIXUHhdi tanaesncial {178 0hetovepmri thte 2DWd net offic
infl ows have ¢ ha.Prgievda taeb r ®g piriletymrlactsf eltmitwmensg t he ¢ o mb
purchases of Treasury securities, corporate stoc
bonsghkifted ifarfdmd Whithketon inodZWWdwW 2008 meaetd 2009,
reflecting the contraction in Bapwetah £2Dd@s amd o
2015, mnet private 1nfdofwlse dhtaivegpgrsi avirant eed nselt a rppulr yc,h ao
abroad fangacaobxicsla sTerectass ur y Ne ¢ ¢ pirn fivlb @ wSdUJ .
citirzesmsme d 1 tno 4Phkelr i200d . Duringet h€ofsfaincginaple r i o d ,
accumulations ofi nlt.rSe.a sflei’dd® afhrkoina h$ 2a2dHsi 2 6l & 70 nt of n$

202 shtidtd niget lofmh ¢ 8200Wi dd i D6
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Figure 5. Net Inflows of Private and Official Sources of Capital, = 2006-2015
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7TDEQH ¢ how the total n¢eramcduBul asecoamiofiebkongr t
securities purchased less those that Ww&roe sol d,

205lnd five rect®he data tbeent dwieceant 2200413t haenidme t for ei g
private accumul attdioml od fUr 8m $&Q@ubiltliieesn to $2409
third to $1538cdbdrddiimmn tim RdDelTSDe psauw it yne ntth eo fd rtchp i
purchases of U.S. securities reflects adjustment
reducing their holdings of U.S. corporate stocks
net purchaskendsf amwmd ptohratl®onds of U. S. governmen
securities

Table 4. Net Foreign Purchases of Long -Term U.S. Securities
(billions of dollars)

2015- 2015- 2015- 2015- 2016-
2013 2014 2015 | Il 1] \Y |

Total private and official net

purchases of U.S. securities $79.4 $249.3 $155.6 $-0.6 $216.7 $-15.6 $-449 $60.2

Corporate stocks -43.2 -16.1  -114.9 -95 -27.6 -38.2 -39.6 -23.0
Corporate bonds 10.3 253 1341 26.5 41.8 44.2 21.7 43.0
U.S. Treasury bonds 409 1655 -20.3 -53.1 1318 -46.3 -52.7 -16.9
Federal agency bonds 715 746 156.7 35.5 70.8 24.7 25.8 57.2
Total private purchases 35 184.7 3748 439 2332 71.3 26,5 178.9
Corporate stocks -38.9 -10.6 -98.5 -8.1 -24.9 -33.7 -31.9 -20.5
Europe 8.1 24.2 -24.8 -11.6 -9.9 1.5 -4.8 -4.7
United Kingdom -0.3  -19.7 -155 0.2 -1.1 -16.1 15 -12.5

Congressional Research Service RL33274 - VERSIOM1 - UPDATED 12



Financing the U.S. Trade Deficit

2015- 2015- 2015- 2015- 2016-

2013 2014 2015 | 1l 1] \% |
Canada -3.2 10.2 -12.2 5.9 -7.6 0.7 -2.7 -2.6
Latin America 4.8 3.6 -1.1 -0.1 -0.6 -0.2 -0.2 -1.1
Asia -29.6 -27.7 -33.3 -14 -14.8 -6.8 -10.4 5.4
Of which: Japan -26.4 -9.2 9.5 1.9 1.4 4.9 1.3 4.4
Corporate bonds -6.8 17.6 137.7 25.8 41.3 46.5 24.1 44.0
Europe -25.8 153 1110 20.5 33.9 334 23.1 30.1
United Kingdom 19.1 772 1274 23.4 36.6 34.5 32.9 34.3
Canada -3.2 -5.6 -13.5 -1.3 -6.9 -1.7 -3.5 -3.4
Latin America -25 0.6 45 14 1.9 0.6 0.6 1.1
Asia 233 -10.2 6.3 -3.5 51 55 -0.8 6.7
Of which: Japan 0.3 -11.5 -0.3 -34 1.9 3.3 -2.2 3.6
U.S. Treasury bonds 52.1 1332 2109 -2.0 164.9 34.6 13.3 1094
Europe 58.2 -46.1 82.6 -57.6 88.2 4.1 47.9 72.2
Canada -2.4 4.2 39.9 59 13.6 13.8 6.6 6.8
Latin America -8.2 29.7 -23.2 0.1 3.2 -12.8 -13.7 -15.2
Asia 109.4 2125 -153.8 -6.1 25 -78.9 -71.3 -69.2
Of which: Japan 62.6 10.7 -97.1 -1.7 -194 -27.3 -42.8 2.1
Federal agency bonds -2.8 44.4 1247 28.2 51.8 23.9 20.9 46.0
Europe 454 31.8 45.7 10.4 24.7 24 8.3 15.9
United Kingdom 42.4 36.7 37.0 9.2 19.2 24 6.1 9.9
Canada -2.9 3.6 9.1 4.1 2.8 1.5 0.6 1.0
Latin America -9.6 -0.7 5.8 25 -1.4 7.7 -3.0 -0.9
Asia 51.6 51.6 93.4 19.0 42.7 13.7 17.9 38.0
Of which: Japan -39.9 0.1 315 4.1 9.7 7.4 10.3 20.7
Total official purchases 78.8 78.3 -212.4  -40.1 -18.9 -84.3 -69.1 -114.8
U.S. Treasury bonds -8.4 449 -2259 -47.2 -35.6 -78.7 -64.3 -122.9
S(Ztck:ﬁirtig'ss' Government 752 314 335 80 190 10 54 114
Corporate bonds 16.2 7.0 -3.8 0.6 0.3 -2.3 2.4 -0.7
Corporate stocks -4.1 -4.9 -16.2 -15 -2.7 -4.4 -1.7 -2.6

Source: U.S. Departmenbf the Treasury, Treasury International Capital System.
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market value YFothexsympemd mbhd soverseas assets o
residehe¢ BOtS$r2 tlwhi it an ,U. S . direct i1investmeht l&@broad
foreigners had. farciqluliiroend iamb oausts e$t2s i n t he United
measured at historical «c¢oslt.i nAwe sat meenstu Ipto, s itthico nU.
negataetvrei 1$h i@ Wi th direct investmbwmt wesaswaleue dt
at negative $7.3 with directinavbPE®khdé ntnvaluvued a

Table 5. U.S. Net International Investment Position
(billions of dollars)

Type of Investment 2012 2013 2014 2015

Net international investment position of the United States:

With direct investment at current cost $-4,518.3 $-5,372.7 $-7,046.1 $-7,280.6
With direct investment at market value -4,000.1 -4,826.5 -5913.1 -5,808.7
With direct investment at historical cost -3,7948 -4611.6 -5717.6 -5643.0
Net Financial derivatives 57.8 77.6 85.5 57.2
U.S. Assets
With direct investment at current cost 22,562.2 24,1448 24,7175 23,340.8
With direct investment at market value 21,002.7 21,603.8 22,413.8 21,403.1
With direct investment at historicatost 21,610.5 22,238.7 23,042.3 22,011.0
U.S. Assets excluding financial derivatives 18,942.4 21,127.7 21,503.4 20,9454
Financial derivatives 3,619.8 3,017.1 3,214.1 2,395.4

U.S. Direct Investment Abroad

3 At current cost 5,969.5 7,120.7 7,133.1 6,978.3
3 At market value 4,410.0 4,579.7 4,829.4 5,040.6
3 At historical cost 5,017.8 5,214.6 5,457.9 5,648.6
Portfolio Investment 7,984.0 9,206.1 9,704.3 9,606.2
3 Equities 5,321.9 6,472.9 6,770.6 6,828.2
3 Debt securities 2,662.1 2,733.2 2,933.6 2,777.9
Other Investment 4,416.6 4,352.5 4,231.8 3,977.3
Currency and Deposits 2,061.7 1,975.7 1,785.5 1,628.6
Loans 2,299.2 2,323.5 2,399.2 2,304.0
Other 55.7 534 47.0 44.7
Reserve Assets 572.4 448.3 434.3 383.6
U.S. Liabilities
With direct investment at current cost 27,0805 29,5174 31,763.7 30,621.4
With direct investment at market value 25,002.7 26,430.3 28,326.9 27,211.8
With direct investment at historical cost 25,405.3 26,850.3 28,759.9 27,654.0
U.S. Liabilitieexcluding financial derivatives 23,5185 26,577.9 28,635.1 28,283.3

14 For additional information, s68RS Report RL32964 he United States as a Net Debtor Nation: Overview of the
International Investment Positipby James K. Jackson
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Type of Investment 2012 2013 2014 2015
Financial derivatives 3,562.0 2,939.5 3,128.6 2,338.1
ForeignDirect Investment irthe United States
3 At current cost 4,662.4 5,814.9 6,350.1 6,543.8
3 At market value 2,584.7 2,727.8 2,913.3 3,134.2
3 At historical cost 2,987.3 3,147.8 3,346.3 3,576.4
Portfolio Investment 13,978.9 15,541.3 16,919.8 16,677.0
Private portfolio investment 8,615.7 9,973.9 11,1753 11,128.7
Equity 3,843.0 4,968.9 5,664.9 5,400.2
Debt securities, of which: 4,772.8 5,005.1 5,510.5 5,728.5
Treasury securities 288.9 287.1 336.3 388.0
Treasury bonds 1,249.7 1,450.9 1,697.1 1,665.5
Corporate bonds 3,063.7 3,087.0 3,276.0 3,481.0
Official portfolio investment 5,363.1 5,567.3 5,744.5 5,548.3
Equity 702.4 895.7 977.6 818.6
Debt securities, of which: 4,660.8 4.671.6 4,766.8 4,729.6
Treasury securities 372.7 398.4 335.3 336.7
Treasury bonds 3,660.1 3,656.2 3,787.3 3,757.9
Corporate bonds 615.2 590.9 605.1 598.5
Other Investment 4.877.2 5,221.7 5,365.2 5,062.5
Other official investment 318.8 380.0 390.0 508.0
Other private investment 4,558.4 4,841.7 4,975.3 4,554.4
Currency and deposits 2,442.1 2,460.6 2,675.7 2,584.1
Loans 2,048.2 2,315.1 2,228.8 1,901.1
Total U.S. Liabilities to foreign official agencies 5,681.9 5,947.4 6,134.4 6,056.3
Total U.S. Liabilities to private entities 13,278.2 15,788.9 17,5254 17,6725

Source: Gohrband, Christopher, et alThe International Investment Positiontbe United States at the End of
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15The United States defines foreign direct investment as the ownership or control, dirgudiyectly, by one foreign
person (individual, branch, partnership, association, government, etc.) of 10% or more of the voting securities of an
incorporated U.S. business enterprise or an equivalent interest in an unincorporateesidess entere. 15 CGF.R.
§806.15 (a)(1). Similarly, the United States defines direct investment abroad as the ownership or control, directly or
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indirectly, by one person (individual, branch, partnership, association, government, etc.) of 10% or more of the voting
searrities of an incorporated business enterprise or an equivalent interest in an uninadipesitess enterprise. 15

C.F.R.§806.15 (a)(1).

16 For additional information, s68RS Report RL3246ZForeign Investment in U.S. Securitigsy James K. Jackson
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Financing the U.S. Trade Deficit

Figure 6. Foreign Official and Private Investment Positions
in the United States, 1994-2015
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Source: Department of Commerce.
Private asset holdings are comprised primarily c
purchases of publicly traded government securit.i

igLJXH the composition of -dUwiSed aasssseatss aibm otalde alind
di 8ff e

ra number of ways. The strength and uniquen
make these assets sought after by both official
investors hold few foreign goveiamlmeantsseésurntti hs
States far outweigh U. S. of ficial assets abroad.
been drawn at times to U.S. government securitie
unsettled economic conditions
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Figure 7.U.S. and Foreign Investment Paosition, By Major Component,201 5
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I mplications

The persistent U.S. trade deficit raises concerrt
risks s umrahy dpeofsiec iftesr mt het Pong growth for the eco
observers are conce rmordt ft chlaito sf owielilg nbeerc o mev essat tou rs
denominated assets and foreign invegtades dwiflileilec
by hol di ngdemoornei ndaotleldarassets. The shift in 2004
a larger share of assets being acquired by offic
private investors hadtihmdeevd rree mohddntghea pyvaildti ny
doldemrominated assets to their portfolios. This
private investments rebounded.

Another concern is with the odid¢fdmdwnaostfseeptrsof i t s t
owned by foreign investors. This outflow stems f
assets amsnad crleeparre soewnttf l ow of capital from the eco
if the assets were ownedubfHl dwS. repvesc¢eontr st hdhmes
cost to the economy of the present mix of econor
needed to fill the gap between the demand for «coe
capital.

Indeed,atas presedaited indicate, 1t 1s 1important t
deficit. According to the most commonly accepted
exchange rates and thbdofldaesfli owotndye awmdrd d @mount
internationademamiesnast dd adwonddtag, macroeconomic de
demand for and supply of c¢credit in the economy,
the dolihdaernational extchangri catef aamxdpornttherarddr i
economy. As a result, according to this approach
macroeconomic conditionsmnwitami mtttleenpd o meos taidd r e ¢
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t he trade

def igcitth ewiutnhdoeurtl yaidndgr emsascirnoec onomi ¢ f ac

would prove to be of limited effectiveness.

In additi®esnpethent@trmani onal investment positiorl
U. S. assets owned byifiorsitgner svshios akglud rieyd ¢thiev e
number of reasons. As a result, the United State
governments similar to some developing countries
because tatee sUnhasedndStt borrowed to finance 1ts tr
has traded assets with foreign investors who ar e
the same way private U.S. inveshatr sf craeni gm iinn wes
whet her they are private or official, could evern
doldemomi nated assets or even reduce the size of
that such presently is the case
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